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Petroleos de Venezuela (PDVSA)
said last week it was restarting
a program—abandoned in the
1990s—to convert the country's
vehicles to natural gas in order to free up
more gasoline for export. Will PDVSA he
successful this time? Why/why not?

Board Comment: R. Kirk Sherr:

"A program to convert vehicles

to compressed natural gas

(CNG) is a long-term project
and is unlikely to free up significant gaso-
line volumes for export in the near future.
PDVSA now faces important challenges in
the natural gas sector, including a limited
national distribution network, lack of
transportation pipelines needed to inter-
connect key regions and, most important,
a shortfall in natural gas production.
PDVSA has launched a six-year, $16.8 bil-
lion natural gas strategic plan to address
these issues. While this strategic gas plan is
in progress, PDVSA also will have to
devise a way to break the Venezuelan
addiction to low gasoline prices. Gasoline
prices, now hovering close to 10 cents a
gallon, present a challenge to convincing
consumers to install a conversion kit that
may cost $1,000 or more. CNG prices
would have to be extremely cheap to com-
pete with a full tank of gasoline that costs
just $2.00. Moreover, with approximately
150 CNG stations in all of Venezuela it
may also be difficult to offer convenience
to those that do switch. For comparison,

Repsol YPF Posts 19 Percent

Growth in Fourth-Quarter Profit.........cccccveuneee. 3
Bolivia Issues Arrest Warrant for

Head of Local Repsol YPF Unit.......cccoevererunennen. 3
Creditors of Argentina's Edenor

Accept Debt Restructuring Proposal.................. 3

Argentina has about 1,500 CNG stations
serving nearly 1,500,000 vehicles, accord-
ing to the International Association for
Natural Gas Vehicles. Thus, in the near
term Venezuelan CNG vehicle growth
should be expected mainly for select pub-
lic-sector uses and for large fleet operators
that can address adequately both the con-
venience and conversion cost issues."

Guest Comment: Rich Kolodziej:
"Encouraging the use of natural

gas vehicles (NGVs) in a natural

gas-rich country like Venezuela

is an enlightened policy. It simultaneously
Q&A continued on page 6

PHOTO OF THE WEEK

Peruvian presidential candidate
Ollanta Humala said Thursday he
would end gas exports if elected in
April. See story on page 2.

Photo: Peruvian Nationalist Party.
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Oil & Gas News

ENERGY SECTOR BRIEFS

Venezuela Asking Chevron to Pay
Royalty with Extra Oil Qutput

The Venezuelan government is ask-
ing US oil giant Chevron Corp. to
increase oil production in order to
pay royalties with oil instead of cash,
Ali Moshiri, the head of exploration
and production operations in Latin
America for Chevron, said last
Wednesday. Moshiri said Energy
Minister Rafael Ramirez has offered
the company the option to pay roy-
alties, which were increased from 1
percent to 16.6 percent in 2004,
"from incremental production.”

Source: Associated Press.

Congress to he Briefed on
Hemispheric Energy Security

The House subcommittee on the
Western Hemisphere will hold a
hearing Thursday to review the
impact of Latin America's political
environment on energy security.
Subcommittee Chairman Dan
Burton (R-IN) said the region's
"leftward political shift" could have a
"severe impact” on US energy secu-
rity. Witnesses to testify before the
subcommittee include US Assistant
Secretary of Energy for Policy and
International Affairs Karen Harbert.

Source: Office of Rep. Dan Burton.

Protesters in Ecuador Agree
to Halt Demonstrations

Ecuador reached an agreement with
protesters late on Wednesday to halt
violent demonstrations in eastern
Napo province that shut down a
major oil pipeline, Interior Minister
Alfredo Castillo said. "We have
reached an agreement and they have
said they will stop their protests," he
said, adding that the government
would negotiate with the protesters
over their demands that the govern-
ment spend millions on building
infrastructure in local communities.

Source: Reuters.
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Peru's Humala Vows to End Gas
Exports if Elected President

Peruvian presidential candidate Ollanta
Humala said he would end natural gas
exports and demand state partnership in
all foreign-controlled ventures if he wins
the election on April 9, Bloomberg News
reported. The Peruvian Nationalist Party
nominee, who in recent polls trails pro-
free trade and market-friendly former
congresswoman Lourdes Flores by about
nine percentage points, said Thursday that
Peru should develop its own industrial
uses for its natural gas and said if he were
elected he would renegotiate contracts for
exploitation of oil, minerals, and other
natural resources. "My platform is one of
confrontation," he said. "I'm going to

"strategic sectors,” local daily Peru2l
reported. Humala, a retired Peruvian army
lieutenant colonel, also yesterday repeated
denials of allegations he was involved in
human rights violations during his com-
mand of a counterinsurgency base in
1992. Humala attributes the allegations to
a smear campaign.

Connecticut Set to Become Seventh
State in Citgo Fuel Aid Program

Connecticut state Attorney General
Richard Blumenthal said Monday there is
no legal impediment to a controversial
agreement between Citgo, a US subsidiary
of Venezuela's state-owned oil company
PDVSA, to provide discounted heating oil
to state citizens, paving the way for

¢ 1'm going to revise all contracts. The state must have

sovereign participation in its natural resources.

revise all contracts. The state must have
sovereign participation in its natural
resources.” Humala's promises have gener-
ated concern among foreign firms and
analysts, who worry that his victory would
drive away significant investment in for-
mer state-owned energy, mining, and
telecommunications companies. Last
month, a consortium of companies head-
ed by the US' Hunt Oil began construction
of a $2 billion natural gas liquefaction
plant, the second phase of a project which
aims at exporting $1.5 billion worth of
natural gas per year from Peru's Camisea
gas fields in a remote area of eastern Peru
to the west coast of North America start-
ing in 2009. The project is expected to add
one percent of growth per year to Peru’s
gross domestic product, while the
Peruvian government will receive $800
million annually from LNG exports.
Humala said Thursday his economic pro-
gram would not mean the exclusion of
private or foreign capital, but rather the
participation of state-run businesses in

»

— Ollanta Humala

Connecticut to become the seventh US
state to strike such a deal. "As a matter of
law, there is no reason to decline or disap-
prove this heating oil assistance program,”
Blumenthal said in a statement. "This
heating oil assistance fills an unfortunate,
profoundly important need for our citi-
zens—and is consistent with our laws." In
the past few months, Houston-based
Citgo, which has announced discounted
heating oil programs for low-income resi-
dents in Massachusetts, New York, Maine,
Rhode Island, Vermont, Connecticut,
Delaware, and Pennsylvania, in what the
Venezuelan embassy has described as
"humanitarian aid." Critics, however, see
the programs as an attempt by the govern-
ment of President Hugo Chavez, a fierce
critic of the United States, to embarrass
the Bush administration and build politi-
cal support in the US. Republican
Congressman Joe Barton of Texas, chair-
man of the House Energy and Commerce
Committee, earlier this month expressed
concern that the fuel assistance programs
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are "part of an unfriendly government's
increasingly belligerent and hostile foreign
policy" toward the US and asked Citgo to
provide his Committee with all records
about the program. Blumenthal said that
"as a matter of policy or political perspec-
tive, there may be sound reason to have
reservations about the source of this assis-
tance," but added that "there is also sound
reason to be critical of Congress, whose
ill-advised neglect makes the assistance
necessary." Venezuela is one of the largest
foreign suppliers of oil to the US.

Repsol YPF Posts 19 Percent
Growth in Fourth-Quarter Profit

Spanish oil and gas company Repsol YPF
reported Friday that its net income rose
more than 19 percent in the fourth quar-
ter of 2005 to 549 million euros ($US 655
million). For all of 2005, Repsol YPF's net
income was at 3.1 billion euros, nearly 30
percent over the previous year. The full-
year growth was well ahead of market
peers BP and Royal Dutch Shell.
However, other company results for the
quarter were less impressive. Production
in the fourth quarter was down more than
5 percent from a year ago to 1,089,400
barrels of oil equivalent per day (boepd).
Gas production dropped 3.8 percent in
the quarter year-on-year, mainly due to a
drop in Argentina. Repsol YPF has flagged

Repsol YPF Investment in
Exploration and Production
2004-2005 (millions of euros)
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Copyright © 2006, Inter-American Dialogue

February 28, 2006

Bolivia Issues Arrest Warrant for Head of Local Repsol YPF Unit

Bolivian prosecutors on Friday issued an arrest warrant for Repsol YPF country head
Julio Gavito, the Associated Press reported.

A spokesman for Spain's foreign ministry told the AP on Monday that the arrest war-
rant relates to charges that the company smuggled oil out of Bolivia to neighboring

countries between 2004 and 2005 in order to avoid paying duties.

Gavito's whereabouts have not been disclosed, and, as of Tuesday, he appears to have

avoided arrest.

Bolivia's customs agency has claimed Andina, Repsol YPF's Bolivian
unit, allegedly exported more than 230,000 barrels of oil equivalent
between 2004 and 2005 without proper permits, a charge that Repsol
YPF has described as a "misunderstanding," according to Agence

France Presse.

Brufau is scheduled to travel to Bolivia on Friday to discuss the situation with author-

ities, the AP reports.

Brufau
Spanish Foreign Minister Miguel Angel Moratinos reportedly called Photo: Repsol YPE.

Repsol YPF Chairman Antonio Brufau on Sunday to assure him the case was being
taken care of by the Spanish Embassy in Bolivia, according to the report.

a possible sale of its stake in its Argentine
unit, YPF, which it bought for $15 billion
in 1999 and has been troubled with labor
strikes and low production, according to
Reuters. Market analysts with a long view
are concerned about Repsol YPF's ability
to find new oil reserves. Last month, the
company announced a 25 percent reduc-
tion in its estimated proven reserves due
to adjustments in Argentina, Bolivia, and
Venezuela. More than half of the reduc-
tions took place in Bolivia, in part because
of the passage in May 2005 of a new
hydrocarbon law, which raised royalties
owed by oil and gas companies from 18
percent to 50 percent and tightened
restrictions on companies' ability to sell
what they produce. This week, Standard &
Poor's placed its "BBB+" long-term cor-
porate credit rating for Repsol YPF on
"CreditWatch," with negative implica-
tions. "The CreditWatch placement fol-
lows the company's February 24, 2006,
announcement of a very poor 11 percent
organic hydrocarbon proved reserve
replacement rate in 2005," S&P said,
adding that the move "also reflects our
concern that Repsol's upstream perform-

ance may no longer be consistent with a
"BBB+" rating." Repsol YPF says it is act-
ing on the problem. Fourth-quarter
investments in its exploration and pro-
duction area amounted to 1.01 billion
euros, an increase of 248 percent above the
fourth quarter of 2004, the company said.
Investments in development represented
38 percent of total investment in the quar-
ter, spent mostly in Argentina (76 per-
cent), and to a lesser degree in Trinidad &
Tobago, Venezuela, Bolivia, and Ecuador,
according to a company financial release.

Power Sector News

Creditors of Argentina's Edenor
Accept Debt Restructuring Proposal

Argentine electricity distributor Edenor
said last Wednesday that 100 percent of its
creditors have accepted its proposal to
restructure its $537 million debt, Reuters
reported. The restructuring will allow
Edenor, which provides electricity to 2.2
million customers in the capital city of
Buenos Aires and outlying areas, to reduce
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its debt to $375 million, lower annual
interest payments from $36 million to $12
million, and extend debt maturities. The
company defaulted on its debt in 2002
during Argentina's economic collapse.
Last month, Edenor President Alejandro
Macfarlane said the debt restructuring
would, combined with a rate adjustment
authorized by the government, would free
"the resources necessary to achieve
planned investments and recovery of part
of the profitability lost" in 2002.
Macfarlane said Edenor would invest
some 1.2 billion pesos ($US 395 million)
over the next five years to make "consider-
able improvements" in the quality of serv-
ice, including a reduction in power black-
outs that have been a source of contention
with the government. Easa, the control-
ling shareholder in Edenor, said last week
it would declare default on its own $98.2
million debt.

IMF Wants to See More Action
Taken on DR's Power Sector

An International Monetary Fund official
last Tuesday said the Fund wants to see
more done to reform the Dominican
Republic's electricity system, Reuters
reported. With GDP in 2005 increasing by
about 7 percent, IMF assistant director
Guy Meredith praised the administration
of President Leonel Fernandez, telling
reporters that "growth has definitely been
stronger and more sustained than we
expected.” But Meredith added the gov-
ernment needed to take stronger measures
to bolster the energy sector and end
brownouts and power failures. The IMF
and World Bank have previously called for
automatic adjustments in Dominican
electricity rates that would keep them in
line with world energy prices and other
variables, including foreign exchange
rates, Reuters reported. But government
officials say that due to the fragile eco-
nomic recovery at home and rising global
prices, most citizens cannot afford higher
electricity rates. Moreover, some officials
worry that illicit tapping of the power grid
would increase if rates went higher and
law enforcement systems weren't in place
to control theft. [Editor's note: see related
Q&A in the January 31, 2006 issue of the
Energy Advisor.] In comments to reporters

Copyright © 2006, Inter-American Dialogue
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The Dialogue Continues
A continuation of the February 21, 2006 Q&A

There are calls within
Ecuador for the government
to take action to reform the
country's troubled oil sector,
which has been suffering protest-
related interruptions in production, a
state-owned oil company
(Petroecuador) that is seen as ineffi-
cient, and a dispute with US oil com-
pany Occidental Petroleum. What is
your outlook for Ecuador's oil sector?
What is the future of private versus
public investment in the sector?

Guest Comment: Jose Valera:

"Ecuador's oil sector has an

uncertain outlook at this

point. There is no political
consensus on the manner in which the
hydrocarbon resources of the country
should be managed. Nationalistic
forces seem to be having the upper
hand, and the current environment is
decidedly not attractive for private
investment. The current administra-
tion has announced that it wants to
revise the terms of existing agreements
with foreign companies in order to
increase its share of revenues. Due to

on last Wednesday, Danilo Medina, chief
of staff to President Leonel Fernandez,
said the World Bank was holding up the
first tranche of a $150 million loan the
government contracted for energy sector
improvements last year, saying the Bank
was delaying the $50 million disburse-
ment to press for the rollout of floating or
adjustable electricity rates across the
country, according to Reuters. One alter-
native financing source for the Dominican
Republic, in addition to international
financial lenders, is the Venezuela-led
PetroCaribe initiative, an effort to provide
Venezuelan oil to Caribbean signatory
countries at below-market prices. The DR
announced this week that it has agreed to
host the third PetroCaribe summit,

this posture, the government failed in
October 2005 to sign the contract with
Sundown-Clipper for onshore block 4
and offshore block 5. All new deals
with foreign companies are on hold
until the government decides what
terms and conditions it wants to offer
new investors. In the meantime,
Petroecuador is being starved of finan-
cial resources by the treasury. Ecuador
imports fuels despite being a net oil
exporter. Despite the fact that the
country has a refining deficit, develop-
ment of the Jaramijo greenfield refin-
ery and petrochemical complex was
put on hold. Petroecuador is also the
target of regional protests, which cause
frequent interruptions in oil trans-
portation and sales. The regional
protests seek better terms in the inter-
nal allocation of oil revenues. Foreign
oil companies are being pressured into
agreeing to local reinvestment pro-
grams."

Jose Valera is a Partner at King &
Spalding.

according to a Jamaican press report. A
date has not yet been announced for the
event. The two previous PetroCaribe sum-
mits were held in Venezuela and Jamaica.

Economic News

US and Colombia Conclude
Free Trade Agreement

The United States and Colombia
announced Monday that they had con-
cluded a free trade agreement, settling dif-
ficult agricultural issues that had pro-
longed the pact's completion. The deal
provides Colombia with duty-free access
to the US market for almost all its indus-
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trial goods, the Colombian government
said. In exchange, Colombia will immedi-
ately eliminate tariffs on nearly 82 percent
of US industrial goods and reduce duties
in the petrochemical sector over seven
years. Colombia and the United States had
According to a statement by the
Colombian embassy in Washington, the
accord includes unprecedented compro-
mises on the part of the US regarding phy-
tosanitary  standards for  certain
Colombian products in order to avoid
unnecessary delays in the US for approv-
ing their entry. The competitiveness of the
Andean country's sensitive products—
specifically, chicken, rice, and corn—will
be preserved under the agreement, the
embassy said. Colombia was the second-
largest US agricultural market in Latin
America last year. Colombia has enjoyed
duty-free access for much of its exports to
the US under trade preference legislation
that expires at the end of this year.
Renewing these preferences, which
according to the Colombian embassy have
generated thousands of jobs in export sec-
tors like flowers and textiles, was a crucial
objective in the talks. But some
Colombian sectors were disappointed
with the outcome of the negotiations.
Jorge Enrique Bedoya, president of the
Colombian poultry trade association
Fenavi, complained the deal would open
the Colombian market to a flood of US
chicken leg quarters, according to Reuters.
Colombia is the second of three Andean
nations to conclude a free trade agreement
with the US after nearly two years of talks.
The US closed a deal with Peru in
December, while talks continue with
Ecuador. "Those negotiations [with
Ecuador] are continuing and we hope we
can bring them along," USTR spokesper-
son Christin Baker told the Advisor on
Monday. Baker said it is impossible to lay
out a specific time frame for completion
of the talks with Ecuador and that agricul-
ture remains a major sticking point. In
addition, Ecuadorean daily EI Comercio
reported Monday that the US is "irritated"
with the Ecuadorean government's failure
to resolve a dispute with Los Angeles-
based oil company Occidental Petroleum,
which the government accuses of conces-
sion contract violations. USTR has sent
the Peru agreement to Congress for a 90-

Copyright © 2006, Inter-American Dialogue

day consultation period before a vote can
take place and will soon do the same for
the pact with Colombia. The timeline for
congressional consideration of the deals
appears staggered at best—Congress will
ideally vote on the Peru FTA in late spring
or early summer, and Colombia in the
early fall, Baker said. In Colombia, the
agreement will be subject to consideration
by a new Congress elected March 12, local
daily El Tiempo reported. US President
George W. Bush and his Colombian coun-
terpart Alvaro Uribe are expected to sign
the agreement in June and it would to go
into effect January 1, 2007.

Political News

Arias Apparent Winner in Costa
Rica, But no Official Declaration Yet

The winner of Costa Rica's February 5
presidential election will not be
declared—despite a vote recount which
gives an apparent victory to former
President Oscar Arias—until electoral
officials resolve complaints over alleged
irregularities, the president of the coun-
try's Supreme Elections Tribunal, Oscar
Fonseca, said last Wednesday. A second,
precinct-by-precinct tabulation appears to
give Arias, of the National Liberation
Party, more than an 18,000-vote margin of
victory over Otton Solis of the Citizens
Action Party, although the Tribunal has
not announced a final vote count, accord-
ing to Reuters. Arias had 40.9 percent of
the recounted votes, more than the 40 per-
cent minimum needed to avoid a second-
round run-off, versus 39.8 percent for
Solis. However, Fonseca said the Tribunal
must investigate some 500 complaints of
irregularities by political parties before it
can declare a winner of the election, the
closest presidential race in the nation's
history. He did not say how long that
process would take. "I do not dare give a
date to declare the president," Fonseca was
quoted as saying by local daily La Nacion.
"We will do it as soon as we can." The new
president is supposed to take office in
early May. Both candidates have pledged
not to declare victory or concede defeat
until the tribunal announces a winner,
according to Reuters.
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POLITICAL & ECONOMIC BRIEFS

Brazilian Economy Grew
2.3 Percent in 2005

Brazil's economy grew 2.3 percent in
2005, government statistics agency
IBGE said Friday. Last year's growth
figure was a marked slowdown from
2004, when Latin America's second-
largest economy expanded 4.9 per-
cent. The Brazilian economy was
particularly sluggish in the third
quarter of last year, when it grew
just 1.0 percent compared to the
same period a year earlier. Brazil's
economy should grow 3.5 percent
this year, according to the average
forecast of nine economists surveyed
by the Advisor last month.

Source: IBGE, Latin America Advisor.

Leaders of US, Mexico, and
Canada to Meet in Cancun

US President George W. Bush,
Mexican President Vicente Fox, and
Canadian Prime Minister Stephen
Harper will meet in Cancun March
30-31 to discuss immigration, trade,
and concerns about China's and
India's growing economic power,
Mexico's foreign ministry said
Monday. The summit will also cap a
series of meetings between US and
Mexican officials on border security
and other issues, and Fox and Bush
are expected to talk separately.

Source: Reuters.

Simpson Miller Set to Become
Jamaica's First Female PM

Portia Simpson Miller was set to
become Jamaica's first female prime
minister winning after being elected
president of the ruling People's
National Party (PNP) on Saturday.
Simpson Miller, considered the
country's most popular politician,
won the PNP's presidency by defeat-
ing National Security Minister Peter
Phillips.

Source: Associated Press, Jamaica Gleaner.
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Featured Q&A
Continued from page 1

improves urban air quality, reduces
greenhouse gases, increases use of an
underused domestic resource, and
increases the amount of oil that can be
exported. This is the model now being
used by countries all over the world, but
especially in South America. Argentina is
the world's leading NGV country with
over 1.5 million NGVs, and Brazil is
number two with a million. Whether
Venezuela successfully implements such
a program depends on its commitment
to it and on the policies it puts in place to
make it happen. Mandates can work with
public fleets, like transit buses. But eco-
nomics drive private fleets' decisions.
Natural gas at the pump needs to be sig-
nificantly less expensive than petroleum,
and there needs to be a mechanism to
painlessly cover the vehicle conversion
costs. Argentina has successfully done
this. Not only is natural gas priced at a
third of gasoline there, but conversions
require no up-front payments by the
customer. Through use of a common
database and computer chips in the con-
version system and in the fuel pumps,
the cost of conversions is recovered
through a small surcharge on every gal-
lon-equivalent of natural gas purchased.
If the financial incentives are there and
the government makes it clear that this is
long-term policy, the switch to NGVs
can happen—and happen quickly."

Board Comment: Roger Stark:

"The answer to this question

depends on whether the pro-

gram is a matter of policy or
ideology. If policy, then the program has
a solid basis in economics, but may need
to be expanded and made more flexible.
If ideology, then the program will likely
become and remain a hostage to doctri-
naire politics. It is widely accepted that
the costs of hydrocarbon fuels generally
fail to reflect the environmental cost of
emissions resulting from their use. It is
also the case that the fragmented nature
of energy markets often results in ineffi-
cient pricing. If Venezuela's program
were part of a policy aimed at addressing
these issues, it would position the coun-
try as a true regional leader in energy
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policy. By contrast, if the program is
merely part of a marketing campaign to
promote the Venezuelan/Brazilian/
Argentine gas pipeline, Venezuelan gaso-
line exports, or other narrowly-focused
commercial ventures, it is likely to meet
the same fate as 'orimulsion' and other
promising Venezuelan innovations that
have been neglected and/or cast aside
based on changes in the political winds."

Guest Comment: Frank Perez:

"The PDVSA program to con-

vert cars to natural gas has

been around for some time. Its
implementation was started pre-Chavez,
but was sidetracked due to other admin-
istration priorities. The purpose of the
plan has two benefits, one to eliminate
environmental contamination, especially
in cities, such as Caracas valley ...
Second, the gasoline that is displaced can
have other uses in the export market at a
significantly higher price than the inter-
nal Venezuelan gasoline market
Success of this program will greatly
depend on PDVSA developing the gas
resources. Gas supply is probably very
tight, and the domestic market and re-
injection program for oil production will
continue to require more gas supply.
Considering that Venezuela has ambi-
tious visions to export gas to Brazil and
Mercosur, and a regional energy and
political agenda, I cannot see that this
program will rise to the top of the
administration initiatives and gain the
momentum it will require."

R. Kirk Sherr is a member of the Energy
Advisor board and a Principal at The
Scowcroft Group.

Rich Kolodziej is President of the Natural
Gas Vehicle Coalition in Washington DC.

Roger Stark is a member of the Energy
Advisor board and a Partner at
Kirkpatrick & Lockhart Nicholson
Graham LLP.

Frank Perez is a Partner at Latin
American Enterprise Fund Managers
LLC.
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